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PART A 


ALL students MUST answer questions 1 to 20 
(2 marks are allocated to each question) 


Select the correct answer (or answers) for each of the following 20 questions by clearly 


circling the appropriate letters on the Answer Sheet provided on page 10. 


Opportunity cost is... 


a. 


b 
C. 
d. 
e 


The cost incurred in the past before we make a decision about what to do in the future 
A cost that cannot be avoided, regardless of what is done in the future 

That which we forgo, or give up, when we make a choice or a decision 

The additional benefit of buying an additional unit of a product 

Not a cost at all 


What type of sustainability generally assumes that different categories of capital 
are substitutable amongst each other? 


a. 


b 
GC. 
d. 
e 


Open sustainability 
Closed sustainability 
Weak sustainability 
Strong sustainability 
Optimal sustainability 


Which of the following characteristics need to be present for a market to be 
considered competitive? 


a. 


b 
C. 
d. 
e 


Perfect knowledge 
Smallness 
Homogeneity 

Mobility 

Unrestrained response 


What has been the main determining factor in the decline of farm incomes in 
Australia since the 1970s? 


a. 
b. 


C 
d. 
e. 


The effects of drought 

Deteriorating terms of trade (i.e. prices of agricultural outputs rising at a lower rate 
than prices of agricultural inputs) 

Decreasing quantity of output 

Decreasing prices of agricultural products 

Decreasing numbers of farms 


Which one of the following is not an example of an externality? 


a. 


© a95 


Carbon dioxide emissions from motor vehicles 

A driver enjoys beautiful scenery while driving through a National Forest 

Acid rain damages wildlife habitat in a region downwind from a factory 
Increased costs of mining iron ore drive up the price of steel 

Over-fishing results in the depletion of the food supply of an endangered marine 
mammal 
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Figure 1 
Price (S$) 
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6. Identify the area of consumer surplus in Figure 1. 
a. A 
b. B 
c. C 
d. A+B+C 
e. A+B 


7. In economics the central problem is: 


a. 


oao5g 


Consumption 
Policy 
Money 
Production 
Scarcity 


8. The main disadvantage of an emissions tax is that... 


a. 


oaog 


The total pollution reduction from an emissions tax cannot be known for sure 
Firms lack the flexibility to pursue different technologies 

Firms do not have an incentive to reduce pollution 

Firms cannot behave in an economically-efficient manner 

Differences among firms are not incorporated into the policy 


10. 


11. 


12. 


13. 


14. 
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The two characteristics that define a pure public good are that it is... 


a. 


©2905 


Non-rival and non-exclusive 
Non-rival and non-priced 
Non-exclusive and non-priced 
Non-rival and inelastic 
Non-exclusive and inelastic 


Which of the following will cause a movement along the demand curve for compact 
discs? 


A change in income 

A change in the price of compact discs 

A change in the cost of manufacturing compact discs 
An increase in population 

A fall in the price of digital music 


Which one of the following is not a possible way to internalise externalities? 


Eliminate government intervention 
Raise taxes 

Create subsidies 

Create a system of tradable permits 
Create new regulations 


The competitive market is an important concept because... 


a. 
b. 


C. 
d. 
e. 


It closely represents how the majority of markets operate in the real world 

It represents an ideal situation against which we can make comparisons and then 
design solutions to correct market failure 

If markets are competitive economic welfare is maximised 

Monopoly and oligopoly are rare in the real world 

Exchange can only take place in a competitive market 


Which of the following is not a component of total economic value? 


Direct use value 
Indirect use value 
Quasi-use value 
Bequest value 
Existence value 


In a competitive market there are... 


a. 


2295 


Many buyers, but there might be only one or two sellers 
Many sellers, but there might be only one or two buyers 
Many buyers and sellers 

One firm that sets the price for others to follow 

A few sellers who act together to set prices 


15. 
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How does the composition of diet change as economies develop and become 
wealthier? 
a. An increasing proportion of the diet is made up of animal products and oils and fats 


b. It does not change 
c. A decreasing proportion of the diet is made up of animal products and oils and fats 
d. An increasing proportion of the diet is made up of cereals 
e. The proportion of animal products and oils and fats in the diet remains constant 
Figure 2 
Social costs of 
supply (private + 
Price (5) external costs) 


Private costs 


P; of supply 
P, 
P 1 

Demand 


__ 
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16.Figure 2 above shows a hypothetical market for coal-fired electricity. Which of the 


17. 


shaded areas labelled A, B, C or D represent the total social costs that arise as a 
result of the negative externality caused by pollution when the market is 
unregulated and at a competitive equilibrium? 


a. None of these areas 
b. B 

c. B+C 

d. D 

e. C 


Which of these real-world markets conforms most closely to the ideal of perfect 
competition? 

a. The retail market for cars 

The market for labour in Australia 

The global market for wheat 

The Australian Stock Market 

eBay 
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18. 
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Since the year 2000 global food prices have increased substantially, what of the 
following are possible reasons for that price rise? 

a. Increasing population in India and China 

b. Drought in major producing countries (e.g. Australia) 

c. Increased production of bio-fuel crops 

d. Increased oil prices 

e. Increasing incomes in India and China 


Table 1 
Excludable Nonexcludable 
Rivalrous Good 1 Good 2 
Nonrivalrous Good 3 Good 4 
19. With reference to Table 1, examples of goods of type Good 4 would include... 


20. 


a. Pure private goods 

b. Common goods 

c. Club goods 

d. Goods associated with external costs and benefits 
e. Pure public goods 


With reference to Table 1, examples of goods of type Good 3 would include... 
a. Pure private goods 

b. Common goods 

c. Club goods 

d. Goods associated with external costs and benefits 

e. Pure public goods 
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PART B 
Answer TWO (2) of the SIX (6) questions provided 


Question 21 


Figure 3 
FAO Food Price Index 2002-2004=100 


Year 


a) Figure 3 is a graph showing movements in global food prices (in terms of an index of real 
prices) over the period between the years 2000 and 2016. Explain the trends in prices that 
are displayed in this graph in terms of shifts in food demand and supply that have occurred 
over this time using diagrams of demand and supply at different points in time to illustrate 
your answer, and by explaining what events or trends have caused these shifts. Assume 


that demand and supply curves can be represented by straight lines and that shifts are 
parallel movements. (14 marks) 


b) Discuss what you think might be the major determinant of changes in food prices over this 
period (6 marks) 


Question 22 


a) Describe how markets can fail to maximise social welfare because of externalities. 
(10 marks) 


b) Explain how policy can be used to internalise externalities (using a diagram or diagrams 
where appropriate). (10 marks) 
Question 23 


a) Explain — using examples — how common ownership of resources can lead to their 
overexploitation in some circumstances. (12 marks) 


b) Suggest some policy (or other) solutions to these kinds of problems. (8 marks) 
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Question 24 


a) 


Describe the five characteristics necessary for a market to be considered competitive and 
illustrate your answer with real-world examples of markets that do and do not conform to 
these characteristics. (14 marks) 


b) Explain why the achievement of a perfectly competitive market might be desirable from 
society’s perspective. (6 marks) 

Question 25 

a) Define the concept of market failure and describe its main forms, using examples of the 
kinds of problems it can cause. (14 marks) 

b) Focusing on just one form of market failure, describe how the problems caused by it might 
be resolved or reduced by some policy action. (6 marks) 

Question 26 

a) Compare and contrast the problems of depletion of the ozone layer and climate change in 
terms of the characteristics of these two issues. (10 marks) 

b) Explain how these characteristics have affected the relative success in achieving 


agreement on the international policy required to tackle these issues. (10 marks) 


This page Is 
deliberately 
blank. 
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ANSWER SHEET FOR PART A 
NAME: STUDENT NO: 


This sheet is to be detached and handed in with your answer books at the end of the 
examination. 


Please CIRCLE clearly the correct answer (or answers) 


Question 
1. eae ebe ece ede ece 
2. eae ebe ece ede ece 
3. eae ebe ece ede ece 
4. eae ebe ece ede ece 
5: eae ebe ece ede ece 
6. eae ebe ece ede ece 
re eae ebe ece ede ece 
8. eae ebe ece ede ece 
2; eae ebe ece ede ece 
10. eae ebe ece ede ece 
11. eae ebe ece ede ece 
12. eae ebe ece ede ece 
13. eae ebe ece ede ece 
14. eae ebe ece ede ece 
15. eae ebe ece ede ece 
16. eae ebe ece ede ece 
17. eae ebe ece ede ece 
18. eae ebe ece ede ece 
19. eae ebe ece ede ece 
20. eae ebe ece ede ece 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 
cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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